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I. INTRODUCTION 


The Arab Boycott of Israel has been subjected 
to severe criticism in the past few years. In northern 
Europe, the United Kingdom and the United States, 
there were attempts which aimed at soliciting gov- 
ernmental sanctions against trade with the Arab 
countries in lieu of the exercise by these countries 
of an economic boycott of Israel. To achieve this 
result, the propagators of sanctions against Arab 
countries forwarded two basic arguments; one 
aimed essentially at governmental authorities, the 
other at the general public in each of the Western 
countries concerned. 


In the first instance, the nature of the argu- 
ment stressed for securing governmental sanctions 
against Arab countries by western nations was le- 
galistic. It was claimed that the Arab Boycott is in 
contravention of international legal principles and 
practices. Therefore, sanctions by advanced West- 
ern countries which adhere to the spirit of inter- 
national law, were advanced as a natural corollary 
to the breach of international legal conduct assum- 
ed to exist on the part of the Arab countries ex- 
ercising the economic boycott of Israel. To the sur- 
prise of anyone well acquainted with the facts per- 
taining to the Arab-Zionist conflict in Palestine and 
consequent developments, this argument was given 
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some consideration by practically all the Western 
countries where it was forwarded. The reactions 
which resulted have remained so far’ essentially 
threats of reprisal. 


Members of the general public were influenced 
by a different sort of argument. To weterners, who 
by and large have come to cherish peace above 
everything else, the Arab Boycott was and still is 
pictured as an extention and manifestation of Arab 
military aggression against Israel. The Israelis at- 
tempt contineously to stress that the Arabs have 
maintained an attitude which is not conducive to 
peace. Consequently, the Israelis allege to the 
western popular opinion that peace cannot come to 
the Middle East unless the Arab countries restrict 
their belligerence. Those impressed with this argu- 
ment have come to regard the Arab Boycott as an 
immoral practice. They press on their respective 
governments to give consideration to this breach of 
moral principles. 


This study aims at clarifying the nature of the 
Arab Boycott and evaluating its effect on Israel 
and third parties. Despite the patent fallacity of 
both arguments fostered by the Israelis about the 
Arab Boycott, one finds it necessary to dwell brief- 
ly on these arguments before moving to the main 
purpose. This, we propose to do by discussing the 
legality of the Boycott in terms of international le- 
gal principles and practices and in reference to the 
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basic Armistice Agreements which continue to re- 
gulate the actions of the Arab countries and Israel. 


The second argument concerning the immora- 
lity of the Boycott stands on whether or not the al- 
legation that Arab countries exercise belligerent 
rights in contravention of principles of international 
law is true. It should not be assumed that legal and 
moral principles are one and the same. Far from 
it. But, this is one instance of intended confusion 
and it will be sufficient for our purposes to clarify 
the position of belligerent parties in international 
law. 


II. THE ARAB BOYCOTT 
IN INTERNATIONAL LAW, 


Appreciation of the Boycott’s legality requires 
that it should be described in its historical origins. 
Early in the 20th century, the Arab population in 
Palestine began to suspect the motives of Zionist 
settlers. These were demonstrating a negative at- 
titude towards the indigenous population. Zionist 
settlers did their best to achieve as high a degree 
of self sufficiency as was possible for an incoming 
minority. In agricultural settlements, the drive to- 
wards self sufficiency and non-cooperation with the 
indigenous population manifested itself in a partial 
boycott by the Zionists against the Arabs. This 
boycott which developed around 1907-1908, subse- 
quent to the Basel Convention of 1897, took the 
form of prohibition of Arab employment in Zionist 
settlements and the purchase of agricultural pro- 


ducts from the Arabs by Zionist settlers, But these 
acts produced localised reactions only, especially as 
the total number of Zionist settlers and Palestinian 
Jews represented by 1918 some 10 percent only of 
the total population in Palestine and owned around 
2.0% of the land. Nevertheless, the use of an eco- 
nomic boycott as a tool for political ends was in- 
troduced into Palestine by the planned acts of 
Zionist settlers. 
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Arab suspicion turned after World War I into 
acute awareness of the drive by Zionist Jews to 
control Palestine. In 1917, Lord Balfour’s promise 
that Britain would help World Jewry to establish 
a national home, coupled with the disclosure of the 
Sykes-Picot agreement by the new Russian regime, 
helped to increase the apprehensions of the Pales- 
tine Arabs, then 90 percent of the total population. 


Zionist practices and increasing numbers of im- 
migrants could not but cause the indigenous Arab 
population to view its own future with fear. Con- 
sequently, in 1936 the Arabs rose in violent oppo- 
sition to the policy of open immigration for the 
Jews sanctioned by the mandatory authorities in 
Palestine. In the four preceding years, the rate of 
inflow of immigrants had increased from 9,500 in 
1932 to 62,000 in 1935. This development was most 
significant to the Arabs in that the increase in 
Jewish population from immigration and natural 
birth in 1935 amounted to practically three times 
the increase in the Arab population. In absolute 
figures, whereas the Arab population then number- 
ing some 960,000 increased by approximately 25,009, 
the Jewish population then numbering 290,000 in- 
creased by approximately 70,000. 


It is no wonder that the Arabs around this 
time, having witnessed the proportionate increase 
of the Jewish population from 10% of the total po- 
pulation in 1918 to 28 percent in 1936, and the 
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latest triple rate of increase in the numbers of 
the jews as opposed to their own, began to adopt 
measures which they hoped would prevent Zionist 
ambitions from being realized. 


During World War II, immigration could not 
take place at the rate it had reached before the 
War. Moreover, as the Germans advanced in North 
Africa towards Egypt and Palestine, the Jewish 
population became restless and immigration practi- 
cally came to a stand still during the first four 
years of the war. In consequence of these develop- 
ments, Arab-Jewish conflicts subsided during this 
period, But by 1945, the Arabs, fearing a resump- 
tion of Zionist activities intended to secure control 
over Palestine, took an important step towards 
frustrating them. The Arab League, which had been 
formed in 1944, decided to begin an economic boy- 
cott of Jewish products in Palestine, with the ob- 
ject of retarding their industry and thereby weak- 
ening their power to establish a Zionist state in 
Palestine. This move is important in that the Arab 
League states which decided on this boycott were 
independent states taking an action intended to 
preserve the rights of the Arab indigenous popula- 
tion in Palestine which was still subject to the 
mandate system. 


The Arab League states were acting in sup- 
port of the Palestine Arabs who were prohibited 
from organizing para-military groups by the man- 
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datory power, in contrast to the freedom granted 
in this respect to the Jewish population. The only 
open alternative that was left for the Palestine 
Arabs to oppose Zionist designs was that of con- 
tinuing their economic boycott of Jewish products 
which had started in 1936. They were supported in 
their renewed effort by the decision of the Arab 
League. Technically speaking, however, the Arab 
boycott of 1945 was not implemented efficiently. 


In the wake of the Palestine War, The Arab 
League took a unanimous decision in May 1949 to 
establish boycott offices in all Arab countries under 
the supervision of a head office to be located in 
Damascus. By this time, the Arabs were trying 
to use the boycott to deny Israel the economic 
power to make further progress towards achieving 
its territorial ambitions. This is the background to 
the boycott which is alleged to be in contravention 
of international law. The allegation is based on the 
notion that the Arab Boycott represents the use of 
a right only granted to belligerent states during 
wartime. But, the argument continues,as the Arm- 
istice Agreements between Israel on the one hand, 
and Egypt, Jordan, Syria and Lebanon on the other 
were intended to lead to a peaceful settlement, con- 


tinuity of the economic boycott contradicts the 
spirit of the Agreements and international law, in 
so far as these Agreements regulate outstanding 
matters between parties to the Palestine war. 
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At the 381ist meeting of the Security Council 
held on November 16, 1948, it was resolved that; 
Council «... calls upon the parties directly involved 
in the conflict in Palestine, as a further provisional 
measure under Article 40 of the Charter, to seek 
agreement forthwith, by negotiations conducted 
either directly or through the Acting Mediator on 
Palestine, with a view to the immediate establish- 
ment of the armistice including: (a) the delineation 
of permanent armistice demarcation lines beyond 
which the armed forces of the respective parties 
shall not move: (b) such withdrawal and reduction 
of their armed forces as will ensure the maintenance 
of the armistice during the transition to permanent 
peace in Palestine» }. 


Between February 1949 and July 1949, Arm- 
istice Agreements were concluded successively hbe- 
tween Israel and Egypt, Lebanon, Syria and Jordan. 
These agreements were novel in one respect. «It 
was implicit in the Security Council’s approach to 
the problem that there was nothing even remotely 
approaching a victor and vanguished relationship 
between the parties, who were negotiating upon the 
basis of absolute political and military equality» 2. 


1. Rosenne, Shabtai, Israel’s Armistice Agreements 
With The Arab States — A Juridical Interpreta- 
tion, (Blumstein’s Bookstores Ltd., Tel Aviv, 1951) 
p. 22. 


2. Ibid., p. 31. 
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By contrast, in all modern precedents, armistices 
were dictated by the victor and not negotiated. 


Due to the negotiated character of the Arm- 
istice Agreements between parties exercising equal 
rights it was an essential pre-requisite to restrict 


the military operations of all parties. The Armistice 
Agreements were to stand or fall on adherence by 


the parties involved to the terms restricting military 
operations. If violations were to be serious and nu- 
merous, then one could not expect the Armistice A- 
greements to be provisional measures leading to per- 
manent peace. 


The importance attached to the aim of prevent- 
ing military aggression is manifestly clear in the 
Armistice Agreements. «The Egyptian, Lebanese and 
Jordan Agreements contain an identical Article I 
laying down four principles to be fully observed by 
both parties during the armistice. This was done 
with a view to promoting the return of permanent 
peace in Palestine and in recognition of the im- 
portance in this regard of mutual assurances con- 
cerning the future military operations of the 
parties» >. In the Syrian agreement, the text was 
slightly modified without any substantive changes. 


In their respective order, the four principles 
referred to were: 


3. Ibid., p. 42. 
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«1. The injunction of the Security Council 
against resort to military force in the settlement 
of the Palestine question shall henceforth be scrup- 
ulously respected by both parties. 


2. No aggressive action by the armed forces — 
land, sea or air, of either Party shall be under- 
taken, planned or threatened against the people 


or the armed forces of the other; it being under- 
stood that use of the term ‘planned’ in this context 


has no bearing on normal staff planning as general- 
ly practised in military organizations. 


3. The right of each Party to its security and 
freedom from fear of attack by the armed force of 
the other shall be fully respected. 


4, The establishment of an armistice between 
the armed forces of the two Parties is accepted as 
an indispensable step toward the liquidation of 
armed conflict and the restoration of peace in 
Palestine» ‘. 


It is clear that the first three principles con- 
stitute the corner stone in each of the four Armistice 
Agreements that were concluded. The fourth prin- 
ciple is no more than a logica! legal conclusion that 
obtains in case the first three principles are meti- 


4, Ibid. 
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culously observed. Moreover, it is an accepted 
principle in international law that «Armistice» does 
not signify termination of the state of war between 
belligerent parties. To any state involved in war, 
the state of war does not end in respect of its in- 
ternational legal ramifications until that state 
agrees to such termination of its own free or forc- 
ed will. 


Already we have noted that the Palestine war 
produced nothing like a victor-vanguished relation- 
ship. Consequently, termination of the state of war 
between the signatories of the Armistice Agree- 
ments had to depend on decisions taken by their 
own free will. The Arab countries were given no 
opportunity by constant Israeli aggression in viola- 
tion of the Armistice Agreements to decide on ter- 
mination of the state of war. 


To sustantiate this interpretation of events 
subsequent to signature of the Armistice Agree- 
ments it is sufficient to stress few salient features 
of Israel’s military violations by contrast to military 
actions by the Arab states. It is important to re- 
collect at this point that military action in viola- 
tion of the Armistice Agreements constitutes an 
outright abrogation of international legal commit- 
ments. For the purpose of lessening strain between 
the parties to the Armistice Agreements three areas 
were delimited and declared as non-military or de- 
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militarized zones. No military actions or movements 
or personnel were to be allowed in any of the de- 
militarized zones. 


Against this background made absolutely clear 
to Israel and the Arab states Israel: 


1. Undertook the planning and execution of 
organized military action in violation of all the 
principles of the Armistice Agreements, 


2. Transgressed over parts of all the demili- 
tarized zones, and despite censure by the Security 
Council and General Assembly still violated, on 
what seems to be a continuing bases, areas of two 
of the three demilitarized zones. 


3. Achieved the highest rate of international 
criminal delinquency as between all states, mem- 
bers and non-members of the United Nations, since 
it became obliged by international agreements to 
strive towards maintaining peace. 


By contrast, not one Arab state has been cen- 
sured for military action in violation of the Armis- 
tice Agreements. Had it not been for Arab ad- 
herence to the spirit of the Agreements, and ef- 
fective, though in many instances, belated interfe- 
rence by the organs of the United Nations, wide- 
spread war would have errupted in the Middle 
Kast. 
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The status of tension perpetrated by Israeli 
aggression and intended oblivion to international 
obligations cannot be interpreted in any way as 
progress towards a peaceful settlement over 
Palestine. Consequently, the Arab view that a 
status of war still exists and warrants the exercise 
of an economic boycott against Israel is perfectly 
in line with the principles of international law. 


This view is supported by the implicit admis- 
sion at the time of negotiation of the Armistice A- 
greement between Syria and Israel that the former 
had the right to exercise an economic boycott 
against Israel without this action leading to any 
violation of the Armistice terms. At no point in the 
Armistice Agreement do we find explicit reference 
to the Boycott. Yet, the Armistice Agreement bet- 
ween Syria and Israel was finally signed on July 
20, 1949, long after the establishment of the Head 
office for the Arab Boycott in the capital of Syria 
in May, 1949. Had the boycott been in violation of 
the Armistice Agreement, surely explicit reference 
ought to have been made to that particular. 


In view of the above arguments, it is clear that 
the Arab Boycott of Israel is an act that conforms 
to international legal principles. As a matter of 
fact, the Arab states in view of Israel’s actions 
would have been entitled to military reprisals and 
neglect of the Armistice Agreements’ terms, That 
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the Arab states have chosen to exercise the least 
belligerent of their international legal rights to 
curb Israeli aggression is a clear testimony of their 
collective good will and adherence to international 


law. 


III. THE BOYCOTT — MAIN PROVISIONS 
AND ECONOMIC EFFECTS. 


The Boycott has two complementary aspects, 
a positive one and a negative one. The negative one 
was aimed at preventing direct or indirect exports 
to Israel of Arab products or imports from Israel 
by Arab countries. In cases where Israel might try 
to get to Arab markets as a buyer or investor 
through other countries or persons, there are de- 
tailed regulations to prevent this from happening. 


In its positive complimentary aspect, the Arab 
boycott of Israel aims at preventing capital from 
flowing into Israel and persuading already invested 
capital to leave, competing with Israel in its export 
markets and creating difficulties for Israel when 
it tries to secure materials needed for its industry. 


Realization of either of the two general aims 
of the Arab Boycott requires the implementation of 
detailed provisions by all the Arab League coun- 
tries. We shall not deal with each and every pro- 
vision, but will touch on those provisions that are 
especially relevant to third parties. And this will 
be done in the context of discussing the economic 
effect of the boycott on Israel. 


It is very hard to assess what effect the Arab 
Boycott has had soc far. The difficulty springs from 
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the approach which has to be followed for provid- 
ing quantitative indicators. From a static approach. 
which is the only one cpen to us, the effect of the 


boycott must be assumed to equal -the difference 
between economic conditions in Israel at present 


and what these conditions would have been in the 
absence of the Boycott. Due to the inherent diffi- 
culty of this calculus we shall try to supplement 
this approach with plausible hypotheses about the 
channels through which the boycott affected Is- 
rael’s development. Also, changes in effect due to 
changing circumstances over time will be noted. 


Any economy has fundamental problems which 
reflect its endowment of natural resources and the 
resourcefulness of its inhabitants. In respect of 
natural resources, Israel is fairly poor. Not more 
than 25 percent of the land is cultivable and of this 
only 35 percent is under irrigation. Water resources 
have been fully utilized and not much more can be 


devoted to increasing agricultural production unless 
nx cheap method of distilling sea water is developed. 
Mineral resources on the other hand are very few 
and of limited importance. These include copper 
found at temnah in Southern Negev in small quan- 
tities, potash at Sedom in Northern Negev, Bro- 
mide, which is a potash residual, and phosphates. 
Asphalt and sulphur are found in quantities suffi- 
cient to meet local consumption. Oil production 
amounts to 200,000 tons a year and covers 7 — 8 
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percent of requirements. Of late, natural gas pro- 
duction has increased to 73 million cubic metres in 
1965. Most of this gas is utilized as fuel at the 
Dead Sea works and the Oron phosphate Plant °. 


It appears that in the absence of further dis- 
coveries of mineral resources or a cheap method of 
distilling sea water and there is little hope for 
either in the near future as strenuous efforts sus- 
tained in both directions in the last decade led to 
little success, Israel’s agricultural and mineral pro- 
duction are not likely to increase at a fast rate. Ag- 
ricultural production has failed to keep up with the 
growth of other sectors in the economy. Moreover, 
the growth in population and per capita consumption 
of food just exceeded the 50 percent growth in ag- 
ricultural production in the past eight years, 


Israel has commited itself to a policy of un- 
limited and unselective immigration into the country 
by Jews from all over the world. Together with this 
undertaking, Israel is commited to be a_ welfare 
state. Consequently, government authorities are 
under strict obligation to provide new immigrants 
and the unemployed with relief payments. Also, 
jobs have to be created for absorption of new im- 
migrants in productive employments. 


5. Bank Leumi’s — (Review Of Economic Conditions 
In Israel, special Issue, July 1966, p. 28. 
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These policy commitments led under pressure 
of mass immigration between 1948 and 1951 (Net 
immigration: 1948 — 104, 480, 1949 — 234, 922, 
1950 — 160, 160, 1951 — 166,859) to inflationary 
pressures reflected in a depreciation in the ex- 
change value of the Israeli pound from IL 1 = $4.05 
to a rate of one to one applied to certain transac- 
tions in February 1952. Later, the rate depreciated 
further to IL 1.08 to the dollar in 1960 *. Influx of 
immigrants and lax fiscal policies contributed to 
further worsening of the exchange rate of the Is- 
raeli pound. By 1965, the official exchange rate was 
IL 3 per U.S. dollar, But the pressure towards a 
less favourable rate was still great despite the de- 
flationary situation in Israel during 1965. Free 
market rates were about IL 3.30 per dollar, al- 
though for a short period the rate was as high as 
IL 3.45 ’, 


Due to Israel’s capital requirements for deve- 
loping its economy and its inability to achieve self- 
sufficiency in the production of food and raw ma- 
terials, Israel has had to face a wide gap in its ba- 
lance of payments on current account. Inspite of 
this, Israel developed at a fast rate between 1948 
and 1965. Population increased 33 times, while in- 


6. Iskandar, M. «The Arab Boycott of Israel», Middle 
East Forum, issue of October 1960, p. 27. 


7. Op-cit., p. 15. 
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dustrial and agricultural production increased more 
than 3.5 times. Such developments are inexplicable 
except for a continual flow of aid. The principal 
sources of aid were gifts and long term loans from 
American Jewry, grants in aid, technical help and 
food surpluses from the American government; and, 
from 1958 on, reparations payments in the form of 


goods and services from West Germany. More re- 
cently, foreign investment has come to account for 
substantial inflow of capital. 


The problem discussed has been well summariz- 
ed by Dr. Yusif Sayegh, in a paper entitled THE 


ISRAELI ECONOMY IN THE BALANCE ®. «The 
levels of consumption and investment which Israeli 
authorities chose for the country call for resources 
that are far beyond what the economy is able to 
produce. Not wanting to lower these levels, the au- 
thorities have continously fallen back on sources of 
foreign aid to meet the deficit between total re- 
sources needed and resources produced domestical- 
ly»... «Year in and year out the Gross National 
Product in Israel has on the average amounted to 
82.3 percent of total resources available in a range 
that stretches between 79.8% (1956) and 85.5% 
(1958) i.e., the import surplus (foreign aid and the 


8. Delivered as a public lecture at the American Uni- 
versity of Beirut in 1962. 
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like) * has on the average been 17.7% of total re- 
sources, or a fourth of GNP. Net investment, all 
of it, has been made possible through donations and 
capital movements into Israel. This does not mean 
that the Israelis have not saved anything out of 
GNP: it means that they have consumed (and de- 
preciated their productive goods) to the equivalent 
of all their GNP». Up till now, Israel continues to 
depend on donations and capital movements for 
maintaining its growth, which, however, has slow- 
ed considerably in the past year. 


To have a better perspective of Israel’s depen- 
dence on capital movements and donations for sus- 
taining the standard of living of its population, it 
is instructive to view the balance of payments’ po- 
sition in 1964 and 1965. 


x. (Insertion by writer.) 


TABLE I 
ISRAEL’S BALANCE OF PAYMENTS 1964 AND 1965 (in $ MN). 


1964 1965 
Item ns 
Income | Expenditure Income Expenditure 
Current Account | | 
Imports — + 141.6 — : 83.0 
Exports 349.4 | — 403.4 | — 
Transport, tourism & insurance 187.6 | 186.7 213.5 | 206.1 
Interest payments and receipts 28.7 | 93.8 36.8 | 105.5 
National funds and public insti- | | 
tutions (incl. transfers in | | 
kind) | 100.2 4.3 103.3 | 4.1 
American grants-in-aid 8.2 | — 4.7 | — 
German reparation payments 22.8 | 0.9 19.8, 3.1 
German restitution payments 184.2 | — 412.7 | — 
Private transfers 97.1 12 108.5 | 1.4 
Government, n.e.s. 21.1 98.6 20.8 | 130.7 
Miscellaneous , 32.4 | 67.8 36.9 | 57.2 
Total 981.7 | 1,199.9 1,060.4 | 1,241.1 
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The commentary on the importance of grants 
in aid and capital inflow to Israel’s economic con- 
ditions contained in the quoted review reads; 
«Once again the deficit in the balance of payments 
on current account was more than offset by the 
flow of unilateral transfers and capital imports, 
although the total inflow declined by $8 million to 
$596 million in 1965. Of the unilateral payments, 
German reparations contributed $17 million as in 
1964. Personal restitution payments from Germany 
to individuals which reached a peak of $113 million 
in 1963, and totalled $134 million in 1964, declined 
to $113 million in 1965. The drop in such transfers 
in 1965 was due to the dwindling of lump sum pay- 
ments, whilst restitution pensions flowed in at 
much the same pace as in 1964. Restitutions are 
expected to remain at the same level in 1966, but 
in the future receipts should increase due to new 
German legislation which extends the categories of 
persons eligible for such benefits» °. 


Inspite of the magnitude of reliance on foreign 
aid and foreign capital portrayed in the figures of 
TABLE I, the importance of these items to Israel’s 
development is even greater. This is so because ag- 
ricultural possibilities are utilized to the greatest 
extent possible and Israel has found it necessary 
to shift its emphasis in production to industry. 


9, Ibid., p. 13. 
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Lacking the raw materials required for a diversified 
industrial base Israel has had and continues to im- 
port most of the raw materials utilized in its in- 
dustry. In fact, raw materials and fuel imports( the 
largest proportion of which is utilized in the produc- 
tion for export of petroleum and petrochemical pro- 
ducts) accounted for 67 percent of Israel’s total 
commodity imports in 1967. This high proportion 
of raw materials imports which in turn makes pos- 
sible a high level of industrial exports, which ac- 
counted in 1965 for 77.7 percent of Israel’s total 
exports, would not have been within Israel’s po- 
tential if not for grants in aid, foreign borrowings 
and foreign investments. 


Future development must rest, as in the recent 
past on the availability of economic resources pro- 
duced abroad, and made available to Israel on fairly 
easy terms. The Arab Boycott, if it is to have a 
significant effect on retarding Israel's growth, 
should exercise an adverse effect on one or more 
of the main constituents of the resources available 


to Israel from other countries, At present there is 
open opportunity for the Arab countries to utilize 
their priviliged position as the major suppliers of 
free capital on the world markets to press their 
purpose. This is all the more important as_ the 
avenues through which the boycott affected Israeli 
development previously are now partially closed. 
We shall discuss these later and turn now to ex- 
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plore the means open for the Arab countries to 
limit the import surplus that has enabled Israel to 
develop at a fairly fast rate. 


There are three important items in the consti- 
tuents of Israel’s import surplus which are not 
amenable to Arab pressure nor subject to economic 
rational. These are; Loans from the U.S; proceeds 
from the sale of Israel independence and develop- 
ment bonds essentially on the American mar- 
ket and German restitution payments. In respect 
of the first item it is likely that American aid will 
continue, and in fact, increase as the pressure by 
Arab countries to tighten the boycott increases. 
Sale of Israel independence and development bonds 
depends on the enthusiasm continuously maintained 
for Israel amongst a large segment of American 
Jews. German restitution payments are affected 
mainly by political considerations. 


While Arab efforts to tighten the boycott are 
not likely to achieve positive results in respect of 


the three items noted above, much success can be 
expected on account of the remaining items, These 


can be divided into two categories: Foreign  in- 
vestment and long term loans by international in- 
stitutions. To attract foreign investment a country 
must have special institutional and natural ad- 
vantages. Also, the scope for selling products on 
the home market must be substantial and/or sup- 
plemented by export opportunities. 
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Israel has precious few natural advantages; its 
market is fairly limited; its economy by virtue of 
government political commitments and lax fiscal 
policies portrays structural inflationary pressures, 
and its foreign exchange position, measured in terms 
of the ratio of foreign debt retirement and interest 
payments to total foreign exchange earnings, wor- 
sens every year, Moreover, the natural geographic- 
al markets for exportable products are the neigh- 
bouring Arab countries which prohibit any  ex- 
change of goods. 


The boycott regulations stipulate that com- 
panies having regional offices or direct investments 
in Israel shall not be allowed to operate in Arab 
countries and their products will not be allowed to 
enter these countries. Companies which have _ to 
have a regional office in the area have established 
their offices in Arab countries — usually Lebanon — 
and have come to appreciate the attendant advan- 
tages. Arab markets are far more important than 
Israel’s market for practically all kinds of consu- 
mer and producers’ products and services. 


It becomes fairly clear from the above discus- 
sion that, except in minor instances where demand 
for a particular product whether it be a good or 


service is much higher in Israel than it is in the 
Arab countries, foreign investment in Israel is not 


likely to be an attractive proposal. The strength of 
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this argument becomes far more persuasive when 
a foreign investor stops to consider the advantages 
which foreign investment reaps in the Arab world 
in contrast to the restrictive possibilities in Israel. 
Before elaborating on this aspect, it is useful to 
consider two further possible causes for investing 
in Israel, especially as the second of the two is 


strongly linked to the comparative calculus stres- 
sed above. 


Labour productivity in Israel could be much 
higher than labour productivity in industrial coun- 
tries| and thus compensate for costs of transport 
of products from Israel to these countries and 
tariffs imposed on these imports. But, we find that 
labour productivity in Israel is lower than product- 


ivity of labour in the industrialized countries of 
Western Europe. Moreover, wages in Israel are 
linked to the cost of living index which rose very 
fast with inflationary pressures. In consequence of 
these considerations, and the high import content 


of Israeli exports, foreign investment cannot expect, 
other than in minor instances, to capitalize on any 
advantage in Israel’s labour market. 


Finally, institutional factors might tempt fo- 
reign investors. Israel tried to overcome the major 
disadvantages which confront foreign investment 
through promulgation of the law of the Encourage- 
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ment of Capital Investment 1957 — 1959 '!°. Article 
I of Chapter One of the law defining its object, 
reads: «1. The object of this Law is to attract capi- 
tal to Israel and to encourage economic initiative 
and investments of foreign and local capital with a 
view to — 


1. The development of the productive capacity 
of the national economy, the efficient utilization of 
its resources and economic potential and full utili- 
zation of the productive capacity of existing enter- 
prise; 


2. the improvement of the balance of pay- 
ments of the State, the reduction of imports and 
the increase of exports; 


3. the absorption of immigration, the planned 
distribution of the population over the area of the 
State and the creation of new sources of employ- 
ment». But the detailed exemptions granted of 
various duties and charges as well as a reduced rate 
of income tax do not compensate for the inherent 
disadvantages that face foreign investments in 
Israel. 


10. The text of the Law and later amendments appears 
as Appendix I in; Marcus, Ernest, Investment In 
Israel (C.W. Leske Verlag Opladen, Germany, 
1966) p. 128. 
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We have noted already The Arab Boycott re- 
gulations which prohibit commercial dealings with 
business enterprises that have direct investments in 
Israel. By way of comparison, three Arab countries 
at least (Lebanon, Jordan and Kuwait) offer in- 
stitutional legal benefits which equal or exceed 
those provided in the Law for the Encouragement 
of Capital Investment in Israel as amended. Fur- 
thermore, commercial agreements between the Arab 
countries facilitate the exchange of industrial pro- 
ducts and apply reduced rates of tariff on goods 
produced in Arab countries. Consequently, invest- 
ment in the Arab countries as opposed to Israel en- 
joys numerous advantages that relate to the extent 
of the market and institutional factors. 


After diverting to discuss briefly the second 
categorie of capital inflow (long term loans from in- 
ternational institutions) which is amenable to re- 
duction as a result of wider recognition of Israel’s 
subsidised economic structure, a limited comparison 
will be drawn between opportunities open for co- 
operation with the Arab countries and Israel. 


International financial organizations which of- 
fer aid for development purposes, like the Interna- 
tional Bank and its various agencies, usually re- 
quest that certain fiscal and/or investment policies 
be implemented before the grant of aid, In the case 
of Israel, however, international financial organi- 
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zations choose to demonstrate greater’ tolerance 
than has been demonstrated towards most other 
developing countries in greater need for long term 
loans. TABLE II illustrates the extent of foreign 
credit available to Israel. The table incorporates in- 
dependence and development bonds with foreign 
loans. These figures were maintained as foreign 
lenders need to note the total of Israel's foreign 
obligations. 


TABLE II 
GOVERNMENT AND GOVERNMENT GUARANTEED FOREIGN 
CURRENCY INDEBTEDNESS IN ISRAEL. 
(In $ Million) 


| 31.12.63 31.12.64 31.12.65 Increase in 
Pe ee ata ee, eget - : Oy ee ah: os tee, ; ce 8 ES op = 1965. over 1964 
in $ mn. % in $ mn. % in $ mn.: % min. 


Independence 
and Develop- 7 
ment Bonds 475 


| 
| 56 499 48 5322s 44 33 
Other long-term | | 
loans (5 years | 
or over) 254 |! 30 420 41 025 | 44 105 
Medium-term ! | 
loans (1-5 | ) : 
years) (oe 8 55 5 40 | 3 —15 
Short-term , | 3 
loans (up to | ! : 
1 year) 04 6 oo 6 109 9 00 
Total 854 | 100 {1,038 | 100 41,206 | 100 173 


Source — Review of Economic Conditions In Israel —1966 — p. 14. 
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The International Monetary Fund developed 
from its experience over the years a criterion for 
judging. the capacity of developing countries for 
foreign borrowings. It is judged by the Fund that 
any country which faces foreign debt amortization 
and interest payments which exceed 15 percent of 
its capacity to earn foreign exchange is in serious 
trouble. Israel has exceeded this limit and is in 
fact one of the most heavily indebted countries in 
the world. International agencies which overlook 
this fact, and more importantly, that Israel ab- 
stained from taking deflationary measures in order 
to stop the increase in its foreign indebtedness un- 
til very recently, prejudice the opportunities of 
other developing countries with greater need for 
international financing and readiness to abide by 
sound fiscal policies. In the interest of world mo- 
netary stability and the development of depressed 
countries, financial resources made available to 
Israel by international agencies should be limited 
from now on. 


IV. ECONOMIC OPPORTUNITY : 
ISRAEL v.s. ARAB WORLD. 


Foreign businessmen and business organizations 
have to balance between opportunities in Israel as 
opposed to potential in the Arab countries when 
their decisions involve the activation of the Arab 
Boycott against them. Export opportunities from 
Israel are fairly limited due to reasons already dis- 
cussed, And labour productivity and wage rates are 
not attractive in themselves when compared with 
productivity and wages in industrialized countries 
with whose products exports from Israel have to 
compete. Consequently, if new foreign investment 


is to be remunerative in Israel, it must be based es- 
sentially on local market demand for products im- 


ported at present. There are of course, other con- 
siderations, such as the total demand for a parti- 
cular product in the country which need not be im- 
ported, and which might attract the foreign inves- 
tor. But, foreign investment for the local market 
is not encouraged in Israel, unless it leads to im- 
port substitution on a substantial scale. 


Against this background, it seems that oppor- 
tunities for foreign investors in Israel as opposed 
to the Arab countries must depend first and fore- 
most on the volume of imports and the opportunity 
for import substitution industries. It is clear that 
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on this basis, opportunity is far greater in the Arab 
countries than in Israel. 


Our discussion, however, will not stop at this 
point. In order to emphasize the preponderant im- 
portance of the Arab countries in this respect, 
TABLE III provides a breakdown by geographical 
areas of Israel’s imports as compared to the imports 
of two Arab countries, Lebanon, and Kuwait. The 
choice of the two Arab countries is not haphazard. 
These countries are amongst the most prosperous 
in the Arab world and more’ importantly, their 
combined populations amount to 2,600,000 which is 
the approximate total population of Israel. 


TABLE III. 


ISRAELI IMPORTS COMPARED TO 
LEBANESE & KUWAITI IMPORTS IN 1964. 


(In § Million) 


S f Imports Israel Bwana 
Piprtne ae Lebanon 
U.S.A. 207.7 83 
E.E.C. 240 212 
E.F.T.A. 202 220 
Japan 7.2 50 
Rest of the world 166.3 272 
Total $22.5 337 


Sources: Review of economic conditions in Israel, 1965; 
State of Kuwait Statistical Abstract, 1965, and the 
Lebanese Yearbook of Foreign Trade Statistics, issued 
by the Custom’s Board. 
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TABLE III provides an incomplete picture 
which needs to be puncuated with supplementary 
facts. Lebanese and Kuwaiti imports which exceed 
Israel’s total imports are only 15 percent of total 
imports by Arab League countries adhering to the 
Arab Boycott. For example, American businessmen 
whose total exports to Israel in 1964 amounted to 
$207.7 million, exported to the Arab countries in 
the same year goods valued in excess of $600 mil- 
lion, Moreover U.S. exports to Israel were essentially 
raw materials which indicate no new opportunities 
for investment. 


Aside from these considerations, foreign in- 
vestment in Arab countries has additional advant- 
ages when compared with the disadvantages that 
accompany investment in Israel. During the coming 
decade, Arab markets will continue to grow at a 
fast rate with the growth of oil revenues that come 
about from increased production and better finan- 
cial terms. By contrast, Israel’s growth and accre- 
tions to its demand will continue to depend largely 
on foreign aid. Moreover, Arab businessmen have 
the capital to participate with foreign enterprise, 
not only in the Arab world, but also in the countries 
of foreign entrepreneurs. 


To sum up, foreign investors must foresake 
Arab markets if they are to invest directly in Israel. 
They lose by such action a market that is far 
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greater than the Israeli market and overlook im- 
portant possibilities for channelling Arab capital 
into their own countries. Trade with Israel will con- 
tinue to be in the nature of sales on advanced 
credit, whereas the majority of the Arab countries 
are in a position to accomodate their imports from 
their own resources and still have enough capital 
to spare for Western capital markets. Finally, al- 
ready discovered natural resources in the Arab 
world (other than petroleum) are in themselves a 
source of great attraction for foreign investors. 


V. THE BOYCOTT EFFECTS ON 
THE ARAB WORLD. 


Israel tries to create an impression that the 
Arab Boycott is disadvantageous from a develop- 
ment point of view to the Arab countries imple- 
menting it. This is so. the argument runs, because 
the Arabs would do better to rely on Israeli skills 
and the Israeli market. There is no truth in this 
argument, as will become clear from reviewing the 
Boycott effects on the Arab countries. 


With the implementation of the boycott, the 
Arab countries found themselves cooperating to ex- 
ecute a common economic policy. As a direct by- 
product of this experience, the Arab Boycott head 
office in Damascus forwarded a proposal for the 
establishment of an Arab Common Market in 1953. 
The Common Market has not been achieved, but 
the way has been paved with agreements stipulat- 
ing preferential treatment for Arab products as 
between signatories of agreements sponsored by 
the Arab League. It is important to emphasize at 
this point how much the joint effort in implement- 
ing the Boycott affected the development towards 
an Arab Common Market. 


Progress towards a Common Market between 
the Arab countries has been very slow in relation 
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to complete elimination of tariffs as between them- 
selves, and the setting up of a common external 
tariff. But, significantly enough, and in contrast to 
the slow progress witnessed in the purely customs 
characteristics of a common market, cooperation 
between the Arab countries has brought about free 
mobility of labour and capital as between most of 
them. From an economic point of view, this is more 
important than the lowering of tariffs and elimina- 
tion of trade barriers. 


Free mobility of capital and labour between 
most Arab countries could not have preceeded less 
important forms of cooperation, such as elimina- 
tion of tariffs, had it not been for the experience 
of cooperation in implementing the Arab Boycott. 
This is not to say that the Boycott led to free mo- 
bility of labour and capital, but it certainly did 
contribute towards widening and strengthening this 
trend. The Boycott produced a strong drive for de- 
velopment among the Arabs. 


Facing the threat of Israeli expansionism, the 
Arabs associated in their minds power with economic 
strength, They implementaed the Boycott to limit 
Israel’s power and consequently its capability to 
expand, but by so doing, created a sense of the 
need for functional cooperation amongst themsel- 
ves. The result of this has been wider integration 
of efforts towards development. 
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Labour and capital mobility led to greater dif- 
fusion of wealth generated by oil discoveries. Hu- 
man skills travelled freely in the Arab world and 
educational trends began to reflect a general feel- 


ing that the Arab countries provide a natural ha- 
bitat for any skilled Arab. This trend gained 
strength from differences in human endowments as 
between Arab League countries. Specialized Arabs 
who went to work in other Arab countries faced 
no difficulties like the ones faced today by Euro- 
pean migrant labour in other European countries. 
Consequently, labour mobility in the Arab coun- 
tries was very great and led to substantial mo- 
bility of capital. This fact provides the major ex- 
planation of the rapid rates of growth witnessed 
in most of the Arab countries during the past de- 
cade. To the extent that the Arab Boycott foster- 
ed this trend, it has been instrumental in pushing 
ahead the process of economic development in the 
Arab world. 


There are other benefits which have accrued 
to some Arab countries from the Boycott. In 1948, 
the port of Haifa had better facilities than that of 
Beirut, and was more favourably situated for tran- 
sit trade with Jordan and Saudi Arabia. No goods 
passing through Israel are allowed into the sur- 
rounding Arab countries nor are any ships allowed 
to visit an Arab port and an Israeli port on the 
same voyage. Planes bound for Israel are not per- 
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mitted to pass over any Arab countries, Under 
these circumstances, the exporting and importing 
of certain Arab countries which lacked the neces- 
sary facilities, have had to be carried out by an- 
other Arab country. Being most favourably situat- 
ed among the Arab countries, Lebanon virtually 
inherited the greater part of the Palestine trade 
transit business. With the growth of trade between 
the Arab world and industrialized countries new 
sea ports were constructed in Jordan, Iraq and 
Saudi Arabia. These took away some of the benefit 
Lebanon had reaped, but in the meantime, a free 
trade area had been developed in the port of Beirut. 
Business carried in the free trade area, together 
with imports for Lebanon and for transit purposes 
still contributes to the prosperity of the country. 


The boycott brought about similar develop- 
ments in respect of Beirut and Damascus airports. 
Both airports, especially the former, prospered and 
expanded rapidly. International air traffic between 
Asia, Africa and Europe runs through either one 
of these two airports. Were it not for the Boycott, 
the flow of traffic could have gone through Tel- 
aviv. 


For similar reasons, pipelines from Saudi 
Arabia and Iraq to the Mediterranean were extend- 
ed through Syria and Lebanon in order to bypass 
the Israeli controlled lands. Oil transit royalties, 
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oil export dues, refinery taxes and supplies of pet- 
roleum products at prices lower than world market 
prices were few of the benefits that accrued to Le- 
banon and Syria. 


Benefits from developments noted, went be- 
yond the monetary income they brought to some 
Arab states. Principles of modern technology and 
organization became more widespread in the Arab 
countries. Employment opportunities widened and 
incentives were potent in directing efforts towards 
improving economic conditions in general. 


In part, the Israeli claim referred to at’ the 
beginning of this section, stressed the loss suffered 
by the Arabs from not utilizing Israeli expertise. 
Knowledge of the background to the Palestine con- 
flict is sufficient to explain the great resentment 
Palestinian Arabs feel towards the usurpation of 
their lands. This resentment is no less accutely felt 
by non-Palestinian Arabs and it is inconceivable to 
suggest that benefit can come about from reliance 
by those Arabs on Israeli services. Human motiva- 
tion has been the source of success or failure of 
economic development in most countries. In the 
Arab world the resentment felt towards Israeli ag- 
gression helped to spur efforts. The Boycott, as a 
concrete manifestation of Arab resentment, and as 
a psychological drive, contributed positively to 
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greater welfare. Moreover, the Arabs have utilized 
every occasion to draw on foreign expertise from 
industrialized countries far more advenced than 
Israel. It is therefore, impossible to accept the Is- 
raeli claim that the Arabs have prejudiced their de- 
velopment by foresaking reliance on Israeli techni- 
cians. 


The question might arise: is it not possible for 
the Arabs to benefit from exporting to Israel ? A de- 
finite answer is that no such benefit could arise. No 
more than 10 percent of Israel’s imports at present 
could be imported profitably (to Israel) from the 
Arab world. There is demand for Arab products 
which Israel could benefit from by other Arab 
countries. If production of the particular food items 
and raw materials in question were increased, some 
Arab countries would absorb this increase by dec- 
reasing their imports of same from non-Arab coun- 
tries. In brief, the potential for inter-Arab trade 
exceeds the volume of exchange at present. The 
problems facing Arab countries in overcoming de- 
velopment obstacles are not essentially represent- 
ed by lack of export markets, 


CONCLUSION 


It was clearly demonstrated that the Arab 
Boycott is not in contravention of international 
law. Arab states have a perfect right to exercise an 
economic boycott against Israel. Actions by Israel in 
overt violation of international agreements left no 
scope for constructive progress towards peace. A 
state of war continues between the Arab League 
countries and Israel and justifies the boycott. 


Foreign countries and business firms must give 
due consideration to the legality of the Arab Boy- 
cott. They should appreciate that its foundation is 
in the preservation of human rights, and that the 
Arab countries have manifested exemplary be- 
havior in the face of continual Israeli aggression. 
The Arab Boycott, short of actual open fighting, 
has proven to be the most effective weapon in the 
hands of the Arabs for combating Israel. Govern- 
ments and institutions which pay no heed to this 
fundamental security requirement, from the Arab 
point of view, must face the consequences of losing 
the growing Arab market. 


It is our opinion, explained at length in this 
study, that much is lost and little is gained by 
neglect of the Arab Boycott provisions. On human- 
itarian and/or legal grounds, the Arab Boycot is 
justified and not only requires adherence to its 
provisions, but also rewards such regard. 
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